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-INANCIAL YEARS 
=NDED JUNE 30 


SALES 


=ARNINGS: 


Before Taxes 


Net 


Per Common Share 


Directors Report 


All-time records were again set for both sales and 
profits for the financial year ended June 30, 1965. 
Sales increased by $15,740,000, or a 13 percent 
gain, and net profit increased by $1,432,000 or a 
65 percent gain over the previous year. Earnings 


per share increased from $1.71 to $2.81. 


INCREASE 


$119,064,000 13% 
2,308,000 130% 
2,221,000 65% 
Si 7a 65% 


Earnings before tax increased by 130 percent, from 
$2,308,000 in 1964 to $5,297,000 in 1965. For the 
first time, earnings were subject to federal income 
tax, since the balance of prior years’ unclaimed 
tax losses was more than offset by earnings for the 
year under review. In the new financial year, 
federal income tax will absorb a greater portion 


of the total earnings. 


When your Company purchased Rock City 
Tobacco Company (1960) Limited in 1963, the 
total firm commitment to Rothmans of Canada 
amounted to $7,365,000. Your Company has 
now repaid $4,265,000, and the final payment of 
$3,100,000 will be made on December 31, 1965. 
These repayments have been, and will be, financed 


entirely out of earnings. 


Your Company’s sales continue to out-pace the 
growth of the total industry, and increased by 
840,000,000 cigarettes, or 10.7 percent, from 
7,831 million cigarettes in 1964 to 8,671 million 


in the year under review. 


Rothmans King Size, Canada’s largest selling king 
size brand, continued to show the greatest sales 
gain of any major brand in the cigarette industry. 
All of your Company’s major brands reached all- 
time sales records, showing substantial gains over 


the previous year. 


The following graph outlines the sales history of 
Rothmans of Pall Mall Canada Limited for the 


past five years (since your Company issued shares 
on the Canadian market in 1961). Also shown is 
a breakdown of the sales by major marketing area, 


showing the strength on a national basis. 


The total industry cigarette production set a 


new record and increased by 8.7 percent to 


42,450 million cigarettes, versus 39,054 million 


Rothmans Sales 
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in the previous year. However, since many new 
brands were put into the market during the 


period, industry production figures are not nec- 


essarily an accurate gauge of over-the-counter 
sales. Per capita consumption, at 2,190, is still 
considerably below the figure of 2,680 in the 


United States. 


The following graph compares Rothmans sales 
performance with total industry over a five-year 


period, using 1961 as a base: 


Cumulative Percentage Sales Growth 


FINANCIAL YEARS ENDED JUNE 30 (BASE = 1961) 
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*FIGURES BASED ON DOMINION BUREAU OF STATISTICS 


King size products continue to be the fastest- 
growing segment of the Canadian cigarette 


market, and many new king size cigarettes and 


king size adaptations of old brands have entered 
the market in the past twelve months. King size 
cigarettes now represent 35 percent of the total 
market, versus 28 percent in the previous year, 
and zero in 1957 when Rothmans introduced 
Canada’s first king size cigarette. King size 
cigarettes constituted 70 percent of your Com- 


pany’s total cigarette sales. 


Filter cigarettes continue to take an increasing 
share of the total market, as they do throughout 
the world, and have now climbed to 69 percent 
of the total Canadian cigarette market, compared 
to 63 percent a year ago. Filter cigarettes account 
for 87 percent of your Company’s total cigarette 


sales. 


Since your Company’s products are predomi- 
nantly in the king size and filter fields, the two 
growth segments of the market, Rothmans con- 


tinues to out-perform the industry. 


In 1964 your Company launched two new prod- 
ucts, Craven “M”’ in the menthol market, and 


Riggio in the charcoal filter market. 


Craven “M’’, which was launched in April 1964, 
now accounts for more than 13 percent of the 
menthol market. It is currently the only menthol 
brand which continues to increase its share of the 


total market. 


King Size Cigarettes 


(PERCENT OF TOTAL MARKET, AT JUNE 30) 


35% 


30% 


25% 


20% 


15% 


10% 


5% 


1957 1958 1959 1960 1961 1962 1963 1964 1965 


Filter Cigarettes 


(PERCENT OF TOTAL MARKET, AT JUNE 30) 
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At the time of the annual meeting in September 
1964, your Company was in the process of launch- 
ing Riggio, a new cigarette brand, in the charcoal 
filter market. While the Canadian charcoal filter 
market has not shown the anticipated growth, 
Riggio, nevertheless, is a worthwhile addition to 
your Company’s brands. While both the menthol 
and charcoal segments of the total market are 
relatively small in Canada, it is important for 
your Company to have brands available, in the 
event these portions of the market increase as 


they have done in the United States. 


A new addition to the Toronto factory is now 
being completed. This building is being rented 
on a five-year lease basis, with option to renew, 
and will double the production capacity in 
Toronto. This capacity, together with the Quebec 
production facilities, will allow your Company 
to produce approximately one-third of the total 


Canadian cigarette market. 


This building will also be used to house the new 
administration offices and accounting facilities. 
The Ontario Sales Division will move from its 
present Toronto location to the premises now 


accommodating the administration offices. 


Due to expanding sales and resultant warehouse 
requirements, several branch offices across the 
country have been replaced by larger buildings 
with space for future expansion. In Vancouver 
and Calgary, new warehouses and offices have 
been completed, and construction is presently in 
progress in Winnipeg and Montreal. All of these 


buildings are on a lease basis. 


ANNUAL MEETING 


The Shareholders’ Annual Meeting will take place 
on Tuesday, September 28, 1965. The formal 
notice of meeting and proxy form are sent with 


this report. 


The Board wishes to express its thanks to the 
shareholders for their continued interest in the 
affairs of the Company. They would also like to 
express their gratitude to the employees for their 
efficiency, enthusiastic support and co-operation, 
which made possible the progress of the Company 


in this past year. 


Mua dede 


President 


FINANCIAL 


Earnings and Taxes 


Increased earnings for the year ended June 30, 
1965 are a direct result of the continued expansion 
of the Company’s sales volume and the change in 


cigarette price effective September 15, 1964. 


Earnings before taxes as a percent of sales have 


also increased. 


1965 1964 
Earnings before taxes as percent of 
aE A 1S as a ea ae 3.9 1.9 
Earnings before taxes as percent of 
sales (excluding excise duty, sales and 
BROISCHCINCS | Pets eens Ses tes obs iy 6) 5.8 


The provision for income taxes for the year under 
review amounted to $1,644,000 (1964—$87,000). 
In arriving at the provision for income taxes, an 
estimated tax reduction of $1,195,000 was taken 
into account. This reduction arose through the 
utilization of the balance of prior years’ tax losses 
carried forward, as well as an excess of capital 
cost allowance claimed for tax purposes over de- 
preciation recorded in the accounts (see Notes 7 


and 8 to the Financial Statements). 


The additional capital cost allowance available 
for tax purposes resulted from an excess of de- 
preciation recorded in the past over capital cost 
allowance claimed for tax purposes and the special 
allowance afforded new plant and machinery ac- 
quired after June 13, 1963. These acquisitions, 
defined under “Class 19’’, may be written off for 
tax purposes at a rate of 50 percent per annum 
rather than the diminishing balance basis of 20 
percent normally applied to equipment in this 


classification. 


Earnings Before Tax and Net Earnings 
FINANCIAL YEARS ENDED JUNE 30 


MILLION $ 
6 


1961/1962 1962/1963 1963/1964 1964/1965 


NET EARNINGS | EARNINGS 
BEFORE 
income Taxes Hl 


TAX 
coss A 


Note: 


All comparative figures in this report for the financial 
years prior to July 1, 1963 have been adjusted to give 
retroactive effect to the acquisition of Rock City Tobacco 
Company (1960) Limited. This has been done so that 
a meaningful comparison can be made between the 


figures of the current and previous financial years. 


In arriving at income taxes chargeable against 
earnings, the Company will continue to take into 
account the estimated tax reduction arising from 
such excess capital cost allowance, until cumulative 
depreciation recorded equals capital cost allow- 
ance claimed for tax purposes. Thereafter, the 
resulting tax savings will not be deducted from 
estimated income taxes in the Statement of 
Earnings, but will be reflected in a deferred tax 


credit account. 


At June 30, 1965, the Company had completely 
utilized, for tax purposes, losses carried forward 
from prior years. There remained an amount of 
$1,694,000, representing the excess of depreciation 
recorded in the books over capital cost allowance 


claimed for tax purposes. 


Of the total net earnings of $3,653,000, an amount 
of $2,458,000 was transferred to Retained Earn- 
ings and $1,195,000, representing the estimated 
reduction of income taxes, was credited to the 


Establishment Account. 


Shareholders’ Funds 


Year Ended June 30 
1965 1964 1963 1962 


Total Common Share- 


holders’ Equity ($000)... 16,515 14,057 13,051 13,000 
Petishares penne yee $12.70 $10.81 $10.04 $10.00 


Tangible Common Share- 
holders’ Equity ($000).... 12,480 8,827 6,616 5,100 
Peres ate entra te ene $9.60 $6.79 $5.09 $3.92 


The higher Common Shareholders’ Equity reflects 


the continued improvement in earnings. 


In 1962 Tangible Common Shareholders’ Equity 
represented only 39.2 percent of the total Com- 
mon Shareholders’ Equity; as at June 30, 1965, 


this percentage had increased to 75.6 percent. 


Common Shareholders’ Equity 
FINANCIAL YEARS ENDED JUNE 30 
MILLION $ 
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Working Capital 

After providing for the retirement of the Notes 
Payable to Rothmans of Canada Limited 
($3,100,000) and capital expenditure of $2,060,000, 
working capital was reduced by $304,000 during 
the year. Total working capital at June 30, 1965 
amounted to $5,992,000 (1964 —$6,296,000). 


(Continued on page 16) 


Four-Year Financial Review 


Sales 
Cigarettes - - - - - - - 
Other tobacco products - - - 


Nei aay mae a 
Excise duty, sales and excise taxes 


(in thousands of dollars) 


Sales, excluding excise duty, sales and excise taxes - 


Depreciation S22 2s 
Puperes ee 


Earnings 


Earnings—before income tax - 
Income tax - =-.- - = = - 


Net earnings - - - - - - 


—as a percent of net sales -  - 


—as a percent of sales exclusive 


sales and excise taxes - - 
Net earnings per common share 


Capital Expenditure —Net 


Machinery and equipment - - 
Other fixed assets ~ - -: - - 


Working Capital 
Current assets = - = =. - = 
Cuttent abilities ~ = - = = 


Balance June 30th - 


Long-Term Indebtedness - - 


Common Shareholders’ Equity 


Common share capital issued = - 


Total common shareholders’ equity 
Tangible common shareholders’ equity 


Total equity per common share 


Tangible equity per common share 


excise 


1965 1964 1963 1962 
130,007 115,051 108,376 88,291 
4797 401A 3877 | 3,018 
134,804 119,064 112,253 92,201 
88116 9 79,356 2 74742 61,770 
46,688 39,708 37,511 30,431 
12206 1162. 1,00 1,025 
1,133 1,045 804 638 
RE ee 
1,644 87 81 12 
36oa | 2k 1,551 2,505 
Pe Oe a = 
7B B68) Ao - 
C281 $171 | Bip = 
Wo 1523 109 178 
344 295 297 207 
2,060 1,818 406 385 
38,431 32,068 29,945 26,519 
$9,439. 25072 22277 18.780 
R002 62005 a Loon 9 b743 
401 = 3A 6400 = &..7,675 
13,000 13,000 13,000 -~—-13,000 
16515 | 14,057 -.13,051= 13,000 
1DAB0) R807 6 G66 | 25,100 
$12.70. $10.81 $4004 $10.00 
0.60 Oe, 8600 eg 702 


ROTHMANS OF PALL MALL CANADA LIMiVR Ree 


ASSETS 


Current Assets: 
Accounts receivable— 


Tede ns eae a a ae ek ee 
Due from affiliated companies - - - 


Oper > ey es 


Inventories, at average cost— 
[eat tobaccos == se oo ee 
Manufactured stock® (= -— -. =)>-) = 
Packaging material and other - - - 


Prepaid expenses - - - - = = = = 
Total Current Assets 


Fixed Assets, at cost (Note1) - - - - - 


Less—Accumulated depreciation - - - 
Total Fixed Assets - 


Other Assets: 


Establishment account (Notes 2and8) - - 
Less—Amottization .-" - - = - = 


Goodwill, at cost (Note 3) - -.- = 9 - 
Vrademarkssat cost -%— =.= - 465 
Total Other Assets 


APPROVED ON BEHALF OF THE BOARD: 


Joun H. DEVLIN, Director 
Gea. MASSEY, Director 


Consolidated Balance 


1965 1964 
$5, 355219 $: 4,624,032 
5,904 13,630 
143,970 337,484 
5,885,093 4,975,146 
23,151,240 20,167,391 
7,842,719 5,663,442 
1,434,424 1,109,641 
32,428,383 26,940,474 
117,831 152,435 
: 38,431,307 32,068,055 
14,468,549 12,916,683 
7,679,564 6,961,736 
6,788,985 5,954,947 
8,533,320 8,535,320 
3,150,000 1,955,000 
5,383;520 6,578,320 
3,336,216 3,358,216 
113,680 113,680 
8,835,218 10,030,218 
$54,055,510 $48,053,220 


) (incorporated under the Canada Corporations Act on May 8, 1956) AND SUBSIDIARY COMPANIES 
ce Sheet —June 30, 1965 


LIABILITIES AND SHAREHOLDERS’ EQUITY 


1965 1964 
Current Liabilities: 
Bank loan and advances (secured by inventories and accounts 
meena) 2 5s Se Sos Sob Se ee es ee eS $20,358,176 $16,498,624 
Accounts payableand! accrued liabilities = = = = = = = = = 1,625,277 1,408,417 
yitmaiedl wcome ES = = = se see Se Sse oe 1,562,632 8,662 
lbxone, Gkegamcl diner tases = = os se es sco eos = 5,347,002 4,504,328 
Due to affiliated companies- - - - - - - - - = = = = 16,150 15,596 
Note payable to an affiliated company including accrued interest - 3,530,329 3,336,329 
Motall@urrent liabilitiesss sea 32,439,566 25,771,956 
Deferred Payments - - - - - - - - - = = = = = = = 23,438 
Provision for Retirement Annuities - - - - - - - - - - 300,830 300,830 
\ 5% Note Payable to an Affiliated Company - - - - - - - — 3,100,000 
Tmallivapihvies = = ss 2s ss 55 5s 5 5 32,740,396 29,196,224 
Shareholders’ Equity (Note 4): 
Common stock— 
Authorized— 
1,600,000 shares without nominal or par value 
Issued — 
L200000 stems = = = S= se S555 55 6 = 13,000,000 13,000,000. 
Class “A” Redeemable Deferred shares— 
Authorized and issued— 
180 shares of a par value of $10,000 each- - - - - - = 1,800,000 1,800,000 
| Class “B” Convertible Deferred shares— 
| Authorized and issued— 
* 300,000 shares without nominal or par value - - - - - 3,000,000 3,000,000 
17,800,000 17,800,000 
Retained earnings - - - - - - - - - - = = = = = 3,515,114 1,056,996 
Total Shareholders’ Equity - - - - - - - - - 21,315,114 18,856,996 


$54,055,510 $48,053,220 
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Notes to Financial Statements 
JUNE 30, 1965 


1. Fixed Assets and Depreciation: 


(a) The fixed assets and depreciation accumulated thereon are as follows: 


1965 1964 

Accumulated Accumulated 
Asset depreciation Asset depreciation 

lel Sb eo ooo eae Foe 6 $ 208,752 — $ 208,752 — 
Buildings Seacoeoao Ss Soe ea 2,778,940 1,173,261 2,777,345 1,087,265 
Machinery- fe) = SP Sa iS 10,488,731 6,043,290. 9,119,535 5,477,504 
Moiorwieles 2 2 os 2s sa & 585,827 298,094 581,630 266,690 
Leasehold improvements (Note 1b) - - 406,299 164,919 229,421 130,277 
$14,468,549 7,679,564 $12,916,683 6,961,736 


Depreciation has been recorded using generally the diminishing balance method at the maximum rates 
allowed for federal tax purposes. The accumulated depreciation on machinery includes an amount of 
$264,000, based on the volume of production, of which $97,000 was charged to the operations of the 
year under review. 


(b) Rentals payable under long term leases approximate $325,000 annually. About one-half of this amount 
is committed for a term of five years and the remainder for an average term of approximately ten years. 


(c) Capital expenditures for the year ending June 30, 1966 are expected to aggregate $2,500,000, whereof 
$1,170,000 has been committed. 


2. Establishment Account: 


The establishment account represents the total of the accumulated losses from dates of incorporation of Rothmans 
of Pall Mall Canada Limited and two subsidiary companies to June 30, 1959, June 30, 1961 and June 30, 1962 
respectively, considered by Management as representing the cost of establishing these businesses. The account is 
being amortized in the manner described in Note 8. 


3. Goodwill: 


The goodwill, which arose from the acquisition of the total capital stock of Rock City Tobacco Company (1960) 
Limited, is represented, to the extent of $3,000,000, by the entire Class “B” Convertible Deferred shares. 


4. Class “‘A’’ and Class ‘‘B”’ Shares: 


The Class “A” Redeemable Deferred shares, non-dividend bearing and non-voting (except in circumstances 
defined by By-Law No. 12), will be redeemable only to the extent of available funds. As more fully set out in By- 
Law No. 12, available funds means consolidated net earnings in excess of $780,000 per annum (equivalent to 6% 
of the company’s $13,000,000 invested capital) computed on a cumulative basis commencing with the financial 
year ending June 30, 1966. Redemption of the shares will be at the rate of $10,000 per share commencing December 
31, 1966, up to a maximum of 90 shares per annum. There is no time limit on the redemption of these Class “A 
shares. 
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ROTHMANS OF PALE MALL CANADA LIMITED 


(incorporated under the Canada Corporations Act on May 8, 1956) 
AND SUBSIDIARY COMPANIES 


Consolidated Statement of Changes 
in Working Capital 


POR/THE YEAR ENDED JUNE 30, 1965 


Working capital was decreased by: 


1965 1964 
Pee oct acquisitions—net = - - - — & 452 e $ 2,059,996 $ 1,818,293 
Reduction in long term portion of notes payable - - - 3,100,000 3,066,187 
Oe 23,438 10,000 

5,183,434 4,894,480 
Working capital was increased by: Tr 7 a 
Wet camunes forthe year- -.- - - = - - - = - 3,653,118 2,220,862 
Add-—Expenditures not involving a current outlay of funds— 

Depreciation - - - - - - ---=-----=- - 1,225,956 1161977 
Pulids from operations =- - - - -----+-+- 4,879,076 3,382,839 
Oe a 140,000 

4,879,076 Di OL2,0959 
Decrease in working capital - Cg 304,358 1,371,641 
Working capital, beginning sf Year = = = = - = = 6,296,099 7,667,740 


Working capital, end of year 


C irrent assets - 3s —=- == 
Current liabilities = = ~ = 


Working capital - - - - 


$5,991,741 


$38,431,307 
32,439,566 


$ 6,296,099 


$32,068,055 
29,771,956 


D 9,991,741 $ 6,296,099 


AUDITORS REPORT 


TO THE SHAREHOLDERS OF ROTHMANS OF PALL MALL CANADA LIMITED: 

We have examined the consolidated balance sheet of Rothmans of Pall Mall Canada Limited and subsidiary 
companies as at June 30, 1965 and the consolidated statement of earnings and retained earnings for the year ended on 
that date. Our examination of the financial statements of Rothmans of Pall Mall Canada Limited and its subsidiaries, 
other than Rock City Tobacco Company (1960) Limited, included a general review of the accounting procedures and 
such tests of accounting records and other supporting evidence as we considered necessary in the circumstances. We 
have relied on the report of the auditors who have examined the financial statements of Rock City Tobacco Company 
(1960) Limited. 

In our opinion the accompanying consolidated balance sheet and consolidated statement of earnings and retained 
earnings, and the notes thereto, present fairly the financial position of the companies as at June 30, 1965 and the results 
of their operations for the year ended on that date, in accordance with generally accepted accounting principles applied 
on a basis consistent with that of the preceding year. 

We also examined the consolidated statement of changes in working capital for the year ended June 30, 1965, 
which is presented as supplementary financial information and, in our opinion, the statement presents fairly the 
information shown therein. 


Toronto, July 30, 1965. PRICE WATERHOUSE & Co., Chartered Accountants. 
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(Continued from page 8) 


Long-Term Debt and Common 


Share Equity 
FINANCIAL YEARS ENDED JUNE 30 
MILLION $ 
20 
COMMON j is 
SHARE 
EQUITY (| LONG-TERM DEBT 


| 
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1962 1965 


1964 


1963 


Purchase of Rock City 


At the time of the purchase of Rock City Tobacco 
Company (1960) Limited in 1963, from Rothmans 
of Canada Limited, the total indebtedness in the 
form of Notes Payable was $7,365,000. On 
December 31, 1964, the Company had retired 
notes of $4,265,000 and the final payment of 
$3,100,000 will be made on December 31, 1965. 


In addition to the Notes Payable, your Company 
issued 180 Class “A’’ Redeemable Deferred shares 
(par value $10,000 each) and 300,000 Class “B” 


16 


Convertible Deferred shares (N.P.V.) toRothmans 
of Canada Limited in exchange for the Rock City 


shares. 


The Class “A” and “B” shares are redeemable 
and convertible, respectively, only out of profits 
in excess of $780,000 per annum (equivalent to 
6 percent of the paid-up common share capital 
of Rothmans of Pall Mall Canada Limited). The 
calculation of these profits commences with the 


financial year ending June 30, 1966. 


The earliest possible dates for the redemption of 
the 180 Class ““A”’ shares are: 90 shares ($900,000) 
within six months following June 30, 1966, and 
the balance of 90 shares within six months follow- 
ing June 30, 1967. The earliest date for conver- 
sion of the 300,000 Class “B”’’ shares to Common 
shares is June 30, 1968. 


Establishment Account 


On June 30, 1962, the total consolidated Establish- 
ment Account was $8,533,000. 
represented the initial losses in establishing 
Rothmans of Pall Mall Canada Limited, Rock 
City Tobacco Company (1960) Limited and 


The amount 


subsidiary companies. 


Commencing with the year ended June 30, 1963, 
the Companies have applied, against the Estab- 
lishment Account, amounts equal to the 
reduction of income taxes referred to earlier in 
this report. Since then, $3,150,000 has been 
credited in this manner, leaving a balance of 


$5,383,000 at June 30, 1965. 


Interest and Depreciation 


Total interest charges amounted to $1,133,000 for 
the year, compared to $1,045,000 for the previous 
year. While interest on Notes Payable decreased 
from $337,000 to $230,000, interest on bank loans 
increased from $711,000 to $884,000, due to loan 


increases necessitated by higher inventories. 


Depreciation for the year was $1,226,000 (1964— 
$1,162,000) and represented 18.1 percent of the 


net fixed asset value at year end. 


The charges for depreciation are based, as in past 
years, on the maximum rates allowable for federal 
income tax purposes, and in addition include a 
provision, calculated on the volume of production, 
of $97,000 (1964—$90,000). 


Bank Loans 


At June 30, 1965, bank loans amounted to 
$20,358,000, compared to $16,499,000 for the 
year previous. The changes in bank loans during 
the past three financial years were as follows: 


Year Ended June 30 


($000) 1965 1964 1963 


Bank loans increased by: 


Current assets increase (decrease) : 


Inventories samen e Cr ee E480 02,90 os550 

Accounts receivable & other... 875 (244) += (130) 
Other —resulting in changes of 

wwordinecapitalveae ce a5 on, 3040113372.) (935) 


6,667 3,495 2,491 
Bank loans reduced by: 


Other current liabilities increase 


(GESTCASE reais ote, cio on 24 iy ot 2,808 2,392 (74) 
Oyeg0 © 110379 2.565 
16,499 15,396 12,831 


20,358 16,499 15,396 


Net change in bank loans......... 


Bank loans—beginning of year.... 


Bank loans—end of year.......... 


fy, 


Bank Loans compared to 


Accounts Receivable and Inventories 
JUNE 30 


MILLION $ 


40 


ACCOUNTS { 
RECEIVABLE & «| 
INVENTORIES 


30 


20 


1963 1964 1965 


Bank loans, in accordance with Section 88 of the 
Bank Act, are secured by Accounts Receivable 


and Inventories. 


Capital Expenditure 


Capital expenditure (net) for the year amounted 
to $2,060,000 (1964—$1,818,000). The original 
estimate for the year was $1,750,000; however, 
the need to extend the Toronto manufacturing 
premises and purchase of additional manufactur- 


ing equipment increased expenditure for the year. 


Cumulative capital expenditure from the year 
ended June 30, 1962 to June 30, 1965 was 


Depreciation and Capital Expenditure 


(THOUSANDS OF DOLLARS) 


Cumulative 


Financial years ended June 30 1962—1965 


DEPRECIATION 


CAPITAL EXPENDITURE a 
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1962 1963 1964 1965 Cumulative 


$4,669,000, compared to depreciation for the 
same period of $4,414,000. 


Capital expenditure for the current year . expected 
to amount to $2,500,000, of which the major 
portion has been allocated to complete the equip- 
ment of the Toronto factory extension and for 


additional plant mechanization in Toronto and 


Quebec. 


Tobacco 


The quality of the 1964 Ontario tobacco crop was 


one of the best ever produced in Canada; how- 
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ever, as a result of a reduction in acreage, the 1964 
crop totalled only 136.5 million pounds compared 
to 179 million in 1963. mre to the smaller 1964 
crop, the prices were higher but the cost per pound 
for top quality grades of tobacco did not increase 
in the same proportion as that of the medium and 


lower grades. 


Ontario Flue-cured Crop 
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The average price per pound for the total Ontario 
1964 crop increased 9.8¢, from 46.8¢ to 56.6¢, 
while the price paid by your Company increased 
4.9¢, from 53.8¢ to 58.7¢. 


Tobacco Cost 


Cost 
per Ib. 


(cents) Market | Rothmans oe 
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Your Company continues to pay above-average 
prices for its tobacco to ensure the highest possible 


quality in its products. 


Distribution of Sales Dollar 


A breakdown of the elements of costs, as a per- 
centage of sales, is provided under the title 


“Distribution of Sales Dollar” appearing below. 


In comparison with prior years, the 1965 ratios 
were influenced by the increase in cigarette prices 
made during the year under review. This in- 
crease amounted to 42¢ per thousand cigarettes, 
of which your Company’s net return, after appli- 
cation of additional sales taxes, was 37.5¢ per 


thousand cigarettes. 


Excise duty, sales and excise taxes at $88 million 
represented 65.4 percent of your Company’s sales 


dollar (1964—$79 million—66.7 percent). 


Distribution of Sales Dollar 


(as a percent of sales) 


Excise duty, sales and excise taxes - - 


Leaf tobacco and packaging - - - - 


Salaries, wages, administration, overheads and 


Freight, selling and advertising - - - 
Depreciation - - - - - - - - - 


Interestieie ee es eae aS ee 
Earnings or loss before income taxes- - 


Income taxes - - - - - - - - - 
Net earnings or loss - - - - - - - 
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Financial Years Ended June 30 
1965 1964 1963 1962 


- - - 65.4 66.7 66.7 67.0 
-- - 2 15 17 {7 
ape el 5.2 De Dy, 
EA ees 6.7 6.8 T3 iit 
--- 0.9 1.0 0.9 i 
- - - 0.8 0.9 O:7 0.7 


- - - 39 1:9 1.4 Zn 
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FLOW CHART 


Follow the red line from the top left-hand picture and 
see the sequence of production of Rothmans products. 


TOBACCO FARMING The tobacco plants are set 
out in the fields in late spring and harvested in the fall. 
The average yearly Canadian crop is in excess of 
150,000,000 Ibs., and approximately 95 percent is 
grown in Southern Ontario. 


CIGARETTE PACKAGING Cigarettes are pack- 
aged in 20’s and 25’s packages, and then foil-wrapped 
in cartons of 200. Fifty cartons are then packed in 
corrugated shipping cases containing 10,000 cigar- 
ettes each. Seven layers of protective wrapping 
around each cigarette! 


TOBACCO AUCTION After the tobacco is 
harvested and cured on the farm, it is brought to 
the auction warehouses where it is graded and sold 
under the “‘Dutch Clock”’ system. 


CIGARETTE MANUFACTURING The fully 
matured tobacco is further processed in Rothmans 
Toronto and Quebec City factories. The various 
grades of tobacco are then blended to exact and secret 
formulas for production of each of our cigarette 
products, both plain and filter. 


AGING OF TOBACCO The tobacco is then pro- 
cessed and crated in hogsheads made of white spruce, 
each holding approximately 900 lbs. of tobacco. The 


tobacco then matures up to three years in warehouses “= 
with precise temperature and humidity control. TORONTO FACTORY QUEBEC FACTORY 
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RESEARCH AND QUALITY CONTROL 
Rothmans laboratory in Canada works in close 
liaison with Rothmans International Group labora- 
tories throughout the world. Quality control depart- 
ments constantly check all facets of production, from 
incoming raw materials to finished products, using 
precision instruments. 


ROTHMANS PRODUCTS Pictured here are a 
few of Rothmans family of fine products. As well 
as cigarettes, your Company also produces pipe 
tobacco and fine cut tobacco for the “roll-your-own”’ 
smoker. 


DISTRIBUTION From the Toronto and Quebec 
City factories, products are shipped to branch ware- 
houses across Canada for further distribution to 
almost 100,000 wholesale and retail outlets from 
coast to coast. 


a 


Earnings: 
Before tax -a1= 
Neto sti = 


Net per share - 


Income Taxes: 


Highlights in the Annual Report 


Covering the Year Ended June 30, 1965 


“ - = = -Increased by $2,989,000 or 130% to $5,297,000 


- - - - Increased by $1,432,000 or 65% to $3,653,000 


- - - Increased from $1.71 to $2.81 per common share 


Estimated income taxes increased from $87,000 to $1,644,000. For the first time earnings were subject 
to federal income tax as past losses carried forward were more than offset by the earnings for the year 


under review. 


Rothmans Sales: 
Overall net sales 
Cigarette sales - 
Filter sales + - 


King size sales - 


Canadian Cigarette 


Total cigarette production 


Per capita consumption 


Filter market - 


King size market 


Financial: 


- - - - = - = Increased by $15,740,000 or 13°, to $134,804,000 
Increased by 840,000,000 or 10.79%, to 8,671 million cigarettes 


Industry: 


Total equity per common share - 


Tangible equity per common share 


Capital expenditure net 


Long-term liabilities - 


Working capital 


General: 


Acquisition of Rock City 


Expansion - - 


- - - 87% of the Company’s cigarettes sales are filters 


70°%, of the Company’s cigarette sales are king size 


- - - - Increased by 8.7% to 42,450 million cigarettes 
- - - 2,190 in Canada compared to 2,680 in the U.S.A. 
- - - - Increased from 63% to 699% of total market 
- - - - Increased from 28% to 35% of total market 


- - = = = = == “nereased from: $108 iito. i 
- = = & = = & = =  Incteaseditrom sou ceon eae 


- - - - Amounted to $2,060,000 and an expenditure 
of $2,500,000 is planned for the current year. 


- - - - - - = Reduced by $3,123,000 to $301,000 
- - - - - - - Reduced by $304,000 to $5,992,000 


The firm indebtedness incurred with the purchase of Rock 
City will be discharged on December 31, 1965 by the final 
payment of $3,100,000. 


The addition to the Toronto factory, which will double the 
capacity, will be completed towards the end of 1965. The 
factories of the Company in Toronto and Quebec will then 
be capable of producing approximately one-third of the 


Canadian market requirements. 
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